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Corporate Profits Since World War 1l

CDRPDRATE profits have averaged around one-eighth
of the national income in the postwar , mnd have
fluctuated much more than tha total duriog shori-term
business swings. They male uwp one-dourth to onefifth
of total income originsting in eorporations, which in turn
represefite more than half of all productive activity in the
Thited States,

This article reviews three nspects of postwar profits
experience: the industrisl pattern; the relatiopsp of
profite to nggregwuie income arising in corpornie business;
nnd the shifts in corporste revenue and costs,

The profits component of national income, shown in the

top Iine of table 1, is measured before deduction of ineome -

taxes, since the total including taxes is considered to be
earned in production. It is adjusted to take out gains and
losses aristng from changes in replacement costs of inven-
torics, singe thess are hot considered to result from current
production. To the large extent to which profits howsver
messnred depend on the level of output, any underlying
r?ulpntjr in their behovior emerges most demrly in terms
of this measzure, unchecured by the effect of tax rate changss
or by whet are in effeci short-term capital geins and lozses
on inventory scceunt.! It does not, of course, represent
the amount awvailable for distribution to stockbolders o
reinvestment, which in recent years has been cut roughly
in hall by corporate incoma taxes.

Course of total profits

Clorporate earnings befors tax, ndjusted to eliminsts in-
ventory profits and losses, had mowed up annually from 193%
to 1943 ot o gradually decalerating pece, turned downward
in 1544 and di]ﬂmd sharply in 1945 After some forther
decline in the folicwing yenr a new pericd of axpansion began.
The advence wns mozt rapid in 1947 and 1948. Following
the 1949 sethack, it wos vesumad ot n somewhat slower
rate and continued through 1951, when earnings were two-
thirds above the wartime penls. From 1951 through late
1954, the general trend seems to have heen downward—
the 1952 and 1854 dips having rauch excesded the minor
advanee of 1953 on an annual basis. A now wupswing
followed, and the guarterly highs of 1951 aad 1953 hawve
been surpnssed in the second and thivd quatiers of 1956,
as noted slsewhere in this issue of the Synvey.

Aside from the cffects of variations in enrnings so defined,
after-tax profite as shown in teble 1 have also fluctunted
with inventory gains and losses and of course with changes
in tax rates. Inventory gnins wera particularly important in
1046, 1047, and 1850, contributing hetween $5 billionand
$8 hillion to before-tax book profits in the first two of these
yenrs ond nearly $5 billior, or ¢lose te one-cighth of the
total, in 1950 FWhﬂ e ponsidernbly larger last year than in
1954, thoy remnined far below the levels of these earlier
Years.
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The aversge effeetive rate of Faders), Stata and local taxes
on corporate net income declined sharply from 1945 to 1946,
but roze ngnin with the outhreak of wor in Koren, In the
195153 period it varied around &5 percent, s fraction ap-
proaching the highest of World War II.  'With the Revenue
Act of 1954, this rats was cut back to roundly 50 percent, a ;
figura about midway between the 1950 and 1951 tevels. g

After-tax profits therefors rose somewhat more steeply
than did profite before taxes from 1945 to 1950, reached a
pesk in the latier venr, and declibed in 1951,  The total was
stable on an wyoual besis in 1953-54, the cub in before-tax
income baimg cuszhionad by the reduction in tax rates, and’

the pet dechine from 1951 fo 1954 amounted to under 10,

Esrcent, less than in either adjusted or unadjusted rci:rcrﬁtea :
efore taxes.  Inm 1955, with national ineome at & record high,
after-lax profits rose to a lsvel above that of any prior yeer
axcept 1060, .
Inventory zeing and Insses and eorparats ineome toxes
:rj]ill mcmc'lva gome further consideration i the Jast part of-
is arficls.

POSTWAR INDUSTRY
PATTERN OF PROFITS

Mnjor postwar fluctuations in a
chiefly dominsted by manufacturing, which alone wcemunte
for aover half tha totsl, and to o lesser sxtem
tion, mining and trade. The relatively volatde profits of
these indusiry divisions bave gone throogh severs] marked
swings while the total of profits in the remaining industry
divisinns hos moved rather consistently apward. {Ses table
2 and the aceompanying chart,)

Manufacturing
Manufasturing profite—before taxes and inclusive of thae

inventory valvation adjustmeni—roee from $3% billion in
1946, their postwar low, and mearly £13 billion in 1947 to &

egate profits have heon |
transporta- |

sensonally adjustad apnuaol rate of close to $23 billion in the .

first three guarters of 1958, Amn interim peak of almost
$24 billion in 1651 reflected price and production advances
following the invasion of Kores in Jume 1950, at & time when
the economy had already substantislly recovered from the
1940 recession,

Considerable industrin} variation in the timing and pace of
ch underlay these movemants.
durable and acndureble goods industries were marked
throughout, and especially in the early postwar period
through 1950, H&?iﬁ fallen sharply duning the postwar
reconversion, when total «arninge of nondurable zoods menu-
facturers were rising, durables profitz advenced mueh more
than the nondurables in each year from 1847 through 1950,
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#*  The digparity in th between these two zectors of
4 - manufgcturing was result Smrtl}' of their relative posi-
¥ tons at the end of the war and partly of differences in the
: }:l:'ll?.mqter of the demand for cheir praduete during the years
= loliowng.
i Having been more heavily commitied to war production,
. the durable goods industrizs in genernl were the hardar hit
by the sharp cuts in Government precurement programs
towsrd the eénd of the war. In 1945, eamings in durabls
and nondurable goods industries were down 44 percent and
12 percent, respectively, from the war peaks. Reeonverson
- depressed profitz jn the dursbles lines gtill further, from
$43 billion In 1945 to just over 52 biflion in 1846, The non-
durables industries were able to ehift over to pescetimme tﬂru-
v duetion much more ptly, and demand for some of their
consumer producis, in ¥ra;rticulur, was extremely u.rgeut 50
that their earnings rose from $6 billion to well over $6 billion
in the same period. .
From 1948 to 1950, howevar, the durables industries were
conzistantly sbls to expand profits faster than the nondur-

ables lines,
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1MEe 1947 1HME 1949 1850
Profits in billions of dollsrs
Durpbles, .o o e cmaaan ———— 21 58 T4 O 1%
" Nendurableg ... 2 T4 03 T4 & E
Faroent change from previong
Foaar
Darables, . . -84 - 159 33 7 al
* Wandurables, e oo oo —— 25 18 = =20 1i

The basie strength in the market for durabls poods d
b these years reflected not merely war-deferred demands an

necumulnted savings but also naw consumption standards nnd
investinent by business to provids for Ievels of produection
well above previous peacetime achievements, Durables
ghowed o remarkable homogeneiéy of behevior. From 1047
0 1250 nlmost e industry group reported amnual ad-
venocs o profits,? e sole excepticns were in 1949, when
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deelines sesarred in the group compricing prim and fah-
ricated metals and in the lumber and fumit-urﬁudustrim.
Tha subsequant rise to 1950 in the durables total was par-
ticularly sharp, with the effects of the recovery end the
Eorean invasion being superimposed on a genersl pattern of
mlinld growth. )

contrast with the consistency of profits changes among
the durables industries in this period iz the mixed pattero
recorded for ths nondurables, which seems in general to have
reflectad the sarlier satisfaciion of demand backlogs than in
the case of durables, and a relatively less rapid prowth m
orent mnsuilaptinn.
. While the advance of total nendurables profits was un-
mberruptad until 1948, there wers declines in feod, rubber,
laather and pnnt.mg in 1947 and in apperal, Ipa er, rubber
and printing in 1948, Profit decreasss in the follewing yesr
affested every nondurables industry bui chemicals and
tobaceo, and the total was off about one-fifth. Its renswed
advance in 1950 reflected gains in chemicals, petroleum,
paper, snd printing, the other 8 nondurables groups distin-
guished showing declines for the year. Among oll of the
nondurables industries onty chemicnls were able fo maintain
a constant pattern of incrensad profits throughout the years
1946-50,

After the invasion of Eoren the mitial market impeet of
Government proeurement was to inerease substantislly ssles
of such necessities of war as could be obtained in the short
ran. Invelved also was aniicipatory investment by business
for producers’ items, as contraets were lat for the production
of military hard goods. Consumers expanded their pw-
chases of 1tems which had been in partienlarly shovt supply
in World Wear I8, The course of praduction and profits after
the Eorson outbreak reflected the time éphasing of these
stimali and the gradusl accommodation of tho economy to
the new damands. .

The consistently faster snzlon of profita in durables
than in nondurables ended sfter 1050, Durables advancad
moie oF decreased lesg than nondurables in two of the suer
ceeding four , and also showed a sharper rvise for the
firat O months of 1955, The differences in movamant, how-
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The respective annual changes in earnings through 1954
were as Fallows.

1351 1952 EB53 1954
Frofies In hillions of dallars
Durables. . oo m e e 13 2 11. G 11, 9 97
Mondorablad, mme e e ceecmm e 10, 6 L] 87 79
Pereent changs from previous yeer
Durables. . ceeae cimeminimaaa 11 =12 3 —17
Nondurablego oo oo cc e e e 20 =15 —2 -5

The sharp risa in the total for nondurables in 1951 reflected
expansion of demand for industrisl materials &nd consumer
goods. Exceptions to the genersl npswing in adjusted prof-
1ts were the food snd tobaeco eroups, which felt the impnet
of in row materials costs before these were Tullty ze-
flectod in the prices of processed goods.

The durables total in 1351 was adwersely affected by o
yronounced slemp in auto profits, which fell for the first tume
sinca 1946, neers in virteally oll other durables hnes
improved their profit positions somewhast further, though
olter $he sharp rise in the &rﬂceding venr tha fﬂjm were nob
gonerally s mariced as in the cese of the nondurables indus-
trios.

The peneral sales axpansion conspicuous in 195G and 1961
slowed o 1952, and profits declined moderately na costs con-

Jenuney 1538

tinued to advence. All the nondurables except food, tobacco
and printing showed declines in 1953, The mos} severe drop
was ih taxtilas, which except for a spurt in the previous year |
had registered nn increases in profits since 1948, The profits
decling in durables was slightly smailer than thas in nondur-
sbles. Farnings in the machinery and equipment indusiries
generally beld about evern. or recorded gains, although the
stee] strike was accompanied by a profits drop of ons-third
in the primary and {abriented metals %rou and the nom-
metallic durables alzo showed considerable 5.

In 1953 the durables tots] recovered. Howsver, sharp
declines after midyesr limited the overall 1952-533 gamn to
& percent, and extended into 1954 to producs o substantisl
reduction in the annual totals for most industides in that

BRT. .
¥ The total for the nondurables drifted dovwnward slightly
from 1952 to 1953 as @ of the 10 industry ﬁmups showed
reduced earnings, Half of the declines were slight but these -
recorded in toxtiles, apparel and rubber ameounted to betwean
one-sixth and one-fourth. In the following yezr tho nondur-
shles total contracted sgmewhat faster as profits weres reducad
in all groupe excapi tobaceo and leathar. The oversii decline
from 1953 to 1954 in nondurables profiés was not 45 scvere
as that sxperienced in the durables industries, however.
The substantiz] increases achievad in 1955 i nondurebles
and particularly in durabies manufacturing profits have been
desoribed earlier in this fasue. These advances cacried the
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the division total in 1946 to well under 10 percent in the most

- overall seasonslly adjusted annual rate for the first 9 mouths
.. closa to the all-time high recorded for the early post-Korean
year 1951
It should be noted that dosa for profits in manufacturing
and ofher sc%nant.s of the economy alter 1852 ars still pre-
and th

Eminazy, eso movements will he spbjeet to final
analysiz only when more data become available,
. Transpertation
About three-fifths of the postwor profits in transportation
have origi the rodlroad

?nat.ed in industry, which hos also ac-
counted for the bulk of the short term: fluctustion. With &
. few exceptions traceable to special circumsiancea in this in-
dustry, profite in the transpertation division have tended to
sonform to the movements of the all-industry totel, but with
* shorper swings.:

The postwar trend of profits in fransportation as a whole
reflacts 5 drop from wartime highs in the matlroad group snd
in loeal tronsit tams, only partly offset by expansion in
. other branches. Belore-tax earaings, adjusted for myventory

ins and losses, daclined fromi & war peal of 33 billion in
1043 to $% hillion in 1946, recovaring to a postwar high of
© 42 billion in 1950 and 1951 under the stimulus of the Korean
invzgion. The total drifted i Iy lower during the next
three years to shout §1 billiom in 1954, and showed some
recovery in the first 3 quarters of 1955.

. . Rail profits declined steeply at the end of the war tv a

1948 low of $0.1 billion, rose to $1.2 billion two ysars later
a5 the postwar recovery gathered speed, and passad this level
- ip 1850 after a drop of over £0 tin 1048, The total
dipped to arcund $1 billion annvally for 1951-53 snd dropped
sharply in 1954, but showed & vigorous recovery last year.
Esilroad profits are generally sensitive to changes in revenus;
they declined in 1851, however, #& the ravenue ineressze for
that year was largely absorbed by higher compensation of
employees. The 105253 expansion of revenus was simalarly
offset by advances in emerpency amortization charges
and cther costs.

Among the nonrail trangportation groups profits of the air-
lines have risen mest rapidly in the postwar period, reaching
a 1954 level about triple the highest annual total recorded in
World War II, sfter sn interizn of substantisl losses during
the reconversion years. Pipaline and motor freight carriers’
pzofits have slse expended substantially abeve their war
peaks. Serious declines have been recorded for local Ipasaen-
ger transportation, as the use of private cars in liev of public
transportation has increased with the postwar population
shift to the suburbs, :

Miring

Corporste incorne in the mining division, adjusted to elimi-
nate mventory gains ond losses, almost quadiapled its 10456-
40 sverage to Teach an early postwar peak of closa to 51X
billion in 1948. (In conformity with the general definition of
profits noted earlier, the measiire uzod hera is of deple-
tion allowangses.) After dmppinﬁhbeluw 31 billiom in 1049
the ¢gute opproached $13 billion egain in 1951, The
annual total varied narrowly in the range of 312 to 31.3
billion during. 1952~54, and expanded in 1955,

There has been a major postwar change in the industry
composition of this ageregate. The oil and gws component
has accounted for aver 80 percent of the total In the past faw

ears, doubling its 1946 proportion.  Other mining industries
ve declined 1o relative importance, glthough only the coal
groups have shown an actusl dollar decresse. %or ornte
income in the coal industry dropped from sbout one-third of

recent years for which datn are avatlable. Rmlroads, once
lorge ueers of coal, hove carried out a widsspresd program of
dieselization; sand various other major consumers have alsp
shifted from eoal to alternative fuels including natural gas?

Comporate Profits* for
Brood Industrial Groups
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Adiusted profits in trade have accounted for from one-
aightgn to one-fifth of total corporate profits in tha postwar
years—=s larger part of the total than any otber division
except manufacturing. Trade profits rose consistently
throughout the war and early postwar period to & peak in
1948, dropped sharply in 1949, and have since fluctunted
within & comparatively narrow range.
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The bulk of nonduerable manufactures ordinarly passes
through trade channels, and during most of the early post war
period there was o marked similarty between the movement
of profitz in trade and in nandurebles manofactering,
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The 1951 upswing and 1952 drop in the manufacturing
series, however, were accompsnied by comporstively mincr
changes in trade profits. The hump for manufacturing
seems to hava been due in congiderable part to expansion in
Government purchazes of soft §ood~3 after Eorea, which
invalved a less-than-proportional direst stimulus to trade
COrporneion sales, e 1952 renction similarly was more
Lmited in trode than in maouvfecturing, but the further
i::ﬁts deeling recorded for 1958 is estimated from partial

t& to hove heen signiﬁmnﬂi' sharper than that in manu-

facturing, os margins narrowed.

Other industries

The total of the remaining industry divisions, comprising
finance, insurance and real sztata, communications and publie
utilities, service, construction, agriewlture, and “the rest of
the world”, showed aggregute profite yising $¥% billion to 31
hillion anouslly dwring most of the period sinca the end of
World Wor IT. ‘There were exceptions in 1847, when the
increass was comparstively small, and in 1948, when it
emonnted to & lictle over $I billion. These annual gains
reflected a vanety of

Finonce, insurance, nnd real estate, the largest of these
divisions in point of profite, showed o wirtuslly uninterrupted
advance over the entire war snd postwer period. At more
than 2% billion by 1954, profits werz over twice their
1946 laval, which in turn was well above thet of eny previous
vear, This advance has been assccinted in general with the
use of credit to help finance the broad economic expansion of
the period.

The eourse of profits o the communications and publie
utitities division hies besn determined largely the experi-
ence of the electric and gas utilities and the telephone and
telegraph %rmrp The utilities, which since the war have
. atconnted for from two-thirds to three-fourths of the profits
garned in the division, have recorded a steady expansion ns
indusirin]l and residential use of power has been stimulated
by techuplogical progress and growth in the numbar of stroe-
turas to be served. Moreover, the extensive postwar addi-
tions to both ponerating vapacity and distribution facilities
have grently increased the aversga afﬁeienci of operations in
the industry. Profits, which at over $1 billion in 1946 werc
already above the wartime peak, moved sieadily I;ipwgu*d to
spproach $2% billion by 1954 The reeord of profits in the

ephone and t.eleE;nph industry shows more variation.
The totel dropped from $% billion in 1944 o hetween $0.2
and $0.3 billion in 1947 and 1948, but has sines advanced
rapidly, sxceeding 81 billion by 1954

Contract construction emerged from the war in a relatively
depressed stats, public construction for defense having de
elined sharply snd private constroction activity being still
subject to controls. Deferred demand for private and for
nonwar public construction—particulerdy Statz and loeal
¥ romoted 8 quick recovery, however, By 1845
profitz lind passed the $¥ billion mark and stood 73 percent
sbove the wartims pesak. The total has since axpanded
somevrhat further. .

Corporate profits in the services division rose through the
war and reached & peal ot $0.7 billion in 1946, but declined
frem year to year therealter to aronnd 3% biltion in 1950.
The iotal recovered fractionzlly in 1951 and held stable
until 1954, when & further advance accompanied the etk in
the Federal tax on admissions in that year. The initial
downcrift of the division total reflecied chiely a contraction
in profits of the amusement and hotel groups. The decline
in these virtuelly eeased after 1950, but for the periped 1946-54
as 1, whole more than offset smaller net incresses o the other
garvice industry groups,
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changes among the industries cited.
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Profitz ascribed to the *reat of the world" represent the

- pet balance of branch profits and dividends received {rom

abroad less payments of such income to foreign residents.
This balance is included in the gorporata profits share of the
pationsl income, although attributed to IJ;I‘E;IEII rather thon
to U. 3. business. It hae expanded sharply ance the world
war, as foreign earnings have reflected
the war-torn economies of Europs snd Asin and the postwar
upswing of buzsiness in Latin E‘:narica, Capada snd othar

e rehahilization of

areas, AL about $313 billion in 1954, the total net inflow was -

more than three times as large os in 1026,

PROFIT RATIOS

Setting aside the influence of income tax rates and inven-

tory valuation practiess for separte considerstion, the course

" of toial profits depends very largely on that of production

and sales. It is appropriate in this eontext to confine the
snalysis to the corporate sevment of the economy.

One way of studying profita is to examine their relationship .

te total income origmating in gorporations—profits, om-
ployge compeansation, angd net interest—which is & measure
of net productivn. The ratio of adjusted belore-tax profits
to total income eriginating in ¥, 8. corporations s shown in
the accomponying chart. '

This percentage has varied considerably over tims. It
was loweat in the depression of the nineteen-thirties, and hos

sinee touched shorter-run low points in 1938, 1046, 1040 angd

1954, [t has averaged highest in periods of pen.i{ ackivity
such ns 1826-20, World
movernend is examined later in this report, after & review of
data bearing on the longer-term trend.

Trend of profit ratic

As can be seon, the charted variations have brought the
Ezrcenmge hack repeatedly to an elmost horizontal trendline,

ng-term differences hetween cyclically more or less com-
parable dotes are not lm-%e. For example, the aver
18206-29, ropresenting the four years of largest incomes m the
early pert of the period spanned by the chars, was zbout 21
percent, The average for the years 1950-53, slso a time of
prosperity, was about 24 percent.

for

e risc of three pemmtageegointa;:iﬁcsmd by this com- -
¥

arison seemns to hava stemmed prim if not pxclosively
o shift in the form in which property income is distrib-
uted, With therisein the profitz fraction of corporate income
originating has some. & very nearly equal decline in the in-
terest shaxe, o that profits and pet interest combined made
up subatant
of the total in 1960-53 45 in 1926-24.

This ghift in ths composition of proporty income has re-
flected in part & decline in intercst-beenng debt relniive to
eorporite sssets as veliance upon imternal sources of funds has
incrensed. Even more mmportent, llowever, is the fact that
since the late nineteen-twenties market forces operatin
within the changing inatitutional frameworiz of the pm-iuﬁ

ar IT, and 1950-53. The postwar -

-—

aily the stme proportioo—eround 24% percent— .

have brought about w considerable fall in the level of interest

rates relative o the rate of retire on cou te aasets,

In order to set aside tho effect of this shift in form of pay-
ment, the influence of other factors affecting the trend n}m e

rofita shara may ba examined in terms of the combincd

raction of profits and interest in corporate income originat-
e, which g also shown in the choxt.

*he aize of this fraction reflects the many forces bagrin
on the uost-gricn strocture. The roles of these ave rlifﬁmll%
to measure, but two sorts of effeets which arc of some general
intersst may be distinguished in the data.



Jannary 1336

On the one hand, the balance between lebor perviees and
property services required to turn out a particular set of
roducts may change, or one of these Itfpea of service may
EEEDIIIE cheaper relativa to the other, I such changes occur
and are not muivally offsetting in their effects, the ratio of
property income to total income originating will shift for the
mln-_liu-iat:ries pffecied sod perhape for corporate husiness as &
whole.

(On the other band, changing market eonditions lesd to
shifta in the product composition of putput. The lpropwtions
in which lebor and properiy services are emploved difer
sceording to the produet being made, and sich market shifts
may hoppen to favor relativa snsicn i those types of
output using & higher (or lower) thon average proportion of
Iabor to cepital. The overall corporate ratic of property
fncome t¢ toial income will then tend to change ammdn?ly,
even if the normsl proporticns for every individual produet
vemain the same as before.

Profits and Total Property Income as
Percent of Income Originating in
U. 5. Corperations

PERCENT
40

TOTAL FRoFERTY INCOME
1ROFITE PLIE INTERLAT |

=38 LIt e Ly ity g i gy igtiyyy
* [] » L] » L) - L
1922 2% a0 39 40 43 an a5
T Jarord K, ae0 oG Rg RVERIOTY el STRERTI FRES dofe ort
far 9 moafins, St rORiy Slerted OF ST raler
U & Bt of Cwmmriy, By of Bondriiny Etclmics
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It is of interest to test whether the long-term stability in
thﬂtlﬁrﬂpﬂrqy income shere of total corpornts income wans due
to the offsatting of shifts in income distribution within in-
dustries by shifis in ralative size of industries, or whether it
was due to the absenca of importent ghifts in either. Such
& teat involves technienl problems eonsidered in the ap ix.
Here only twe points need be noted. The finer the industrial
detail provided in the dats, the more accuzately the first type
of effect will be distinguished from the second. Agsin, care
must be taken to sclect periods as slike as pessible mn nll
respects other than those reflecting trends, since the evi-
dences of the latter are kikely otherwise to be swamﬁ by
the effects of short-term diffarences. Bocause of data limita-
Wlons, these requirements called for the making of twe sep-
arate comparisons here.
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First, property income percentages for 1920 and 1951 wars
ST in the finest indestrizl detail practicoble, distin-
guishing 51 indusiry groups. The results suggest that there
was no genersl tendency to secniar change m the property

income iraction, apart from the effect of shifts in the product
mix, and thet shifts of the lotter type had also offset one
nnother sg ¢losely as= to produce o net change on tha order of
onf % percentage poind. o

g a limited check on the possibility that actual trend
changes were musled in this comparison by special sod tran-
sitory conditions which emsted in one year bat not o the
other, a corresponding enalysis was mede in terms of indus-
try averages for the four prosperous years 196053 23 againss
the years 1926-20. A major reduction in the degres of in-
dustry detail, end to some extont also in ibe accurney of the
datn, was necessary in cage, .

Over the quarter-century pariod, changes in the propert;
ineome tatios within various individual industries a]n.nlheg
out 1o exert & net positive aeffect amounting to % percentage

int on the all-eorporation ratio. Chenges in the industrial

istribution made for a decline of 1 percentage point, & little
more than offsetting this effect. .

Thus, hoth studies suggest that the overall sacular stabilicy
of the property income ratio was not due to the offsatting of
impertant shanges within indusiries by the efects of chan
i the relative weirhts of the various indnstries. Rather, the
stability seems to0 have resulted from the fact that meithar
type of change had any significant effect on the all-corpora-
e ratio.

. Not only are the net effects small, bul, the nature of the
indusiry variations underiying them indicstes the shsengse
of any definits tendency common smong industries. In
the pomparisen of 1360-55 with 1926-29 there wes an ap-
proximasely even division batween lines with shrinkin

property income ratios and lines with higher ratioz, an

changes in reletive importance of the various industries were
likewize about evenly dividad between shifts tending 4o
raise the overall ratio and shifts tending to lower it. The
same Iack of uniformity appearad in th;ni%%w‘il comparison,

[t the lattar scompamsoh, the contrast betwesn the chengas
in the finance, insurance snd real estate division and those
in penfinancied corporations is of some interest. Declines
both in the relasive importance of the finance division and
n its ratio of property income to total income combined to
contribute a negative 14 percmtag: points to the all-indu=iry
ratio; while changes in the uonfinancisl groups mors than
offeet_this effect to produce the amall overall rise actualy
recorded For the alliodustry ratio.

This general type of anadysis, it chould be noted in con-
clusion, does not go very far in &igtipguishing the conditions
ultimately responsible for determining the property income
froction.  The varied nnd ogoambly offsetting economic forces
which have led to shifts of each type are not distinguished.
To do zo would require data not at present available and also
o further elaboration of theories which czn be tested

atatistically.
Swings in the profit margin

. The tendency of the profitzs percentage of corporate
income ¢o rise and fall with the level of business
ciivity has slrendy been noted. An excepiion bas been
indicated, however, for the years 1950-563, when the per-
centage declined in the face of a continmed expension of
sales and income originating. The postwar swing of tha
profit and proparty incoma ratios will he exemi m his-
btorical perspective here, preliminary to o review of its
meturihmca in terms of revenne and cost changes in the next
section.
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The relation of the property income percentage Lo iotal
income originating is examined in the adjacent scatter
diagram. Pecause tha time ssguence of cho iz very
important for the itterpretation of this chart, the plotied
peints have been connected in chronological order.*

Income Originafing in U. 5. Corporations,
and Associated Property Income Ratios
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Conaistenily with the horizontal time trend noted shove,
the ratio is seen to be a,ln:n]pmxlm:]tul}r the same for widaly
different amounts of total income, if the years compared
are cyclically alike. Howsver, certain portions of the line
show fairly oonstent positive slopes. ése reflect tempo-
rerily steble relntionshipy which, in contrast to the long-
term norm, involved a sharp responsa of the property income
fraction to changes in total income. One such relationship
spans the estly postwar period from 1246 through 1960;
another ended early in World War I1; and o slightly differant
one is parceptible for the period 1923-26. After & few
E;q:m, it wiil he noted, each of these relationships began to
gl up. As the expansion in total income continued, the

properky income fraction became less responsive, leveled
off turned downward, ) : _
Following such a readjystment in 1926-2%, snd again

alter the :ﬁﬂ of 194246, there emerged a rew relationship;
this appears in the chart ss another portion of the iine
somewhat further to tha rdghi—i. e., 06 2 ]ﬁgher ncome
level—which alse shows a positive slope. Under the new
relationship, the fraction iz seen to have aver about the
some 65 before for cyclically similar years despito the higher
level of total incoma,

In view of the basie long-term stabilit'{ in the gmparty
income ratio, these readjustments may plavsibly be inter-

winkch faltows eoutd oquoily well bove beon dtwela

X annd
4. Tk roay Do uoiod thas (be s ol b s e muﬁdﬂ

et o gk et i grem showing Sollor woloes for both varklides,
bere, Bepwgvir, 15 Aimploy b Intcrpred Io Che prescat contezt
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preted as renctiong from short-run relationshipa inconsistent
with the underlying trend; and the decline in the ratio after
1950 may be ms:lvgﬁ a4 the latest in the series of such adjust-
trents.

Applicability of past experience

The pestwar period from 19048 te 1954 showed important
similaritiss as well ng differences by comparkon with the
sarlier periods. It resombled lHBSEtﬁ, dfor il:lst.a.nce, in
wiinessing & 6t expens10on In mazket deman pro-
duction capmgtf;, with capacity tending to catch up as the
demand expansion slowed. The varions econcmic conditions
sssociated with a defense effort, insiuding major Government
procurement programs, ecnttalz and exeess profits taxes,
were also common to both periods; most of them were far
more marked in the earfier, however, and privaie market
demand wag o mbch more itnportant factor in the later.
The two perivds differed also in the cyclical position of their
ptorting points, business sotivity in 1938 having boen rela-
tively much more depressed than in 1946. These differences

y account for the comparstive irregularity and more
matlrigtaad oversll movement of profit ratios in the later
iod.

The twentios alse witnessed an sxpansion in ouiput snd
in 1:imd!1ctmn capacity, Howaevor, thiz pariod was conspiou-
ously different in being one of world pence and cne in which
the market role of Guvernmeni was relatively gquite limited.
Az in the postwar pericd, the fluetvatinns of private demand
led to considerable irregularity In the course of business
activity, which wos reflocted in profit ratios. This ivrepn- .
larity was the more conspicuous becavse, dus chiefly to the
relative stability of prices and wages, the uptrend 1n doller
values was less marked in these years than in the leter periods.

The observed downswings of overall profit ratios in the
face of continuing general e¢ongmic expension in 1928-29,
194244, and 1950-53 form & clear-eut pattern; the inter-
ﬁre-t-u.u_ﬂn of this, however, is open to question.  On the one

and, it muy be taken ns hikcly to prove generally character-
istic of perivdz of rapid bt daceleruting rise to high lavols of
business activity. the other hand, it may be thought to
Lhave been largely o reflection of circumstances pssociated
with the defemse effors in esch of ths two later iods.
The svidence provided by the 192229 record, while sug-
gestive, is not suﬁmen:i}y clear to settle this question. :

Fromt data now available, the profit ratio seems to have
recovered last Fear to & point sorpewhere near the 1952 level. .
I js still too early, of courss, to determine how this recovery
fits into the pattern of poast experience recorded in tha chart.

Industry variations

With differences generally in line with the variations in |
induatry profits experience deseribed above, the swing in *

© profit ratios during the postwar expansion of total income

originating was duplisated in most of the principal indus
div?sions. The record for manufocturi aI:lla.:lm ngnapurmﬁtgi
shows peak ratios venched in lﬂﬁﬂ-ﬁljﬂiﬂe incoma originat-
Ing in these lines nitained ita pre-1955 highs 2 or 3 years
Iater. The top ratios for trade, mining and contract con-
steuction (wp to last yeor, for which dnéa are not et avail-
abla) were all racorded prior to 1951. Total income in these
three industries continued axpending into 1953 and, in the
enses of trada and construction, through 1954,

The anly mnjﬂr_ Lions to the general patiern were the
finsnee and public wfilities divisious, ance the
1055 highs cama later—ihat for the profit ratio being renched
in 1963 sod that for total income in 1954, In communics-
tions and public utilities, both the total snd the profit per-
centage confinued rising through 1954,
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The swing in profit ratios during the World Wer II ex-
pansion was simmlarly rather general ameng the ndusiries
which contribute most to corporate profits, The 1922-20
exparience was Jess uniform in ¢his respect. In only two of
the principal divimons, manufscturing wnd trade—which
happened to ba the two largest—was there a clear patiern
of downturn in ratios prece t 0 iluulin]
It is perhaps significent that m this period fluctuations in
income orgineting were more marked from yeer to year than
in terms of an oversll cycle, nnd that the peak profit ratios
coineided for severs] divisione with sharp but isolated penks
in income recorded for various industries in different yenrs—
1528, 1928, or 1929. This suprests that any mfuenece which
asonoray-wids cost trends may hove had on profit ratios i
general was 8t least parily obzeuved by the effect of the
short~tern veriations 1 soales of specific divisions,

COST STRUCTURE
OF CORPORATE BUSINESS

The preceding onaiysis has been cast in the frame of rafer-
ence of income originating, which measures the net valne
added to production in corporate business us the sum of
profite, employee compensation, snd interest,  Becaose labor
roat 12 guch o large element in the cost structure, cheanges in
the compensasion of employees wes likely fo prove a major
determminant of the profit ratio, OQther factors also play a
significant part in the determination of profits, however, and
justify broad the snalysis of the postwar period !b]r a
consideration of the shifis ocemring in sales, sorpornte gross
product, and the peneral eost siructure of corporate business.
This part of the analysis cannot in general be carried beyond
1954 at present,

The frame of reference used is illustrated in the text tabie
opposite, For the present purpose, the change in corporate
mventoriee is treated ns an adjnstment to ssles, and afl
costs incurred vre entered as cherges to the comhbined otal.

Cost purchnses (materials, ete., bought from other business
entarprises and charged to current account or woccumulated in
inventory) and sales here include intercorporate transactions.
These cannot be estimated separately but are known to
constitute & substantial and sometimes significantly shifting
fraction of each of the twe totals. Although the proportions
ghown typily the experisnce of the av corporstion, for
analysis of corporate business as & whole 1t would be prefer-
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“ghle to deal with conzolidsted totels, since chon

contraction in total income, .

15

in the
Emﬁt. margin on intercorporete transactions shift profits
stwaen buyer and seller companies without affecting the all-
sorporation aggregate of earnings. Discussion of cost
urchazes and sales will therefora stress particularly the
actors which would affect o consolidated aceount.

Annuai values for she unconsolidated credits and clarges
to corporafe account are shown, together with profit ratios,
in table 2. While some of these values are taken from the
regular statistics of the national income and product, others
are compnratively crude approximations developed only for
this gtady. The special estimates vezed are deseribed in Eho
technical mote at the end of the report. The cost purchases
series is derived asz & residual.

Cradiia amd Charges (o Carporate Acconnt {ouconsolfdated), 1954
[BUIt0e of dallars)

Cost purchases_ ... 237 | Corpomate sales . ________ 535
Chargga 1o corporale  grogs Intentary accumulatian_ ___ —3
117
Eldili':uti taxes__.____ i 1B
afrita tonsuimptitn
ﬁowances ........... 13
FAcoma orpinading. .. ... 18g
Compensation of am-
ployees _________ 129
Met intarest. .. oaa.
Frafits, Jocluding
IVA..__. R,
Tofal charEes. - camnvnmcnnas 538 | Total creditte. s cccacaana 53z

The postwar course of adjusted sales has béen broadly
similar to that of incoms eriginating, a rapid expansion in the
emly part of tha period having been fo]illnwm:r by a slower

owth after 1950-51. Doth price mevements and changes
o raal output contributad to this pattern, sharp adrances in
edeh during the early years piving placa to meore gradunl
uptrends thereaftar,

Dorresganding]y, the eourse of the profit ratic on sales has
rezsembled that of the profits percentage of income originating
in corpovate business. Frofits having advoaoced relatively
more from 1946 to 1950-51 thoan did adjusted sales, the
percentage margin increased. Howervar, sales, like incoma

Takle 3—Credits ond Charges te decomut of Corporate Business (tnconselidated), 1935-54
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miﬂ'nnﬂng, continued to rise after profits passed their 1951

peak. A slight advance accompanied the 1953-52 decline

of 'i'}éiperce.nt in eamnings. A 5 percent sales exponsion in

1958 ieft profits wvirtually vnchanged. With sales off 4

i:ﬁmant. 11:; the following yesr, the profits measure was down
percent,

Postwar cost trends

The overall postwar patiern of sherp initial rise, early
leveling off, and ultimate downtwrn of profit percent
reflacted the combination of thiz reapid but ergting
advance in seles with & moze gradusl but more etrongly
sustained rise in costs. or gost, depreciation, and ia-
direct taxes sll contributed in oue way or smother to the
lattar effont.

The adjacent chort, besed on table 3, shows the broad
pattarn of postwar chu.nﬁe in corporats cost structurs from
1945-40 to tha penk of the profit-sales ratio in 1950-51, and
Ehﬁﬁ'&fm As noted sbove, cost purcheses are vheonsoli-

& .

The early ckanzes shown in the second bar of the chart
tended %o raiss the cost purchases percenioge 23 well s the
profits percentage of total charges, while lowering the [abor
cost and depreciation fractions. After 1950-51, all these
tendencies wers reversed as indicated in the third bar, and
the average distribution of eharges shown for 1952-54 ia not
much different from the averoge for 194546, The shifis
between 1951 and 1954 were generally consistent in direction
from year to year, ns table 3 suggests; the changes would
appear somewhat larger if 1852 were omitted frorz the
terminal-period average and somewhat smeller if 1954 were
omitted. In any case, it appesrs that the decline in profit
ratios since 1951 hos been sssociated with expansion in the
Jahor cozt radio and in the {much smallar) fraction of revenua
thsorbed by capital mnsumstiuri a/lowances and taxes.
Cost purchases seam to have f off in relative importance
during thiz period. ]

Cuost Jaumhas_es roze from a ratio of under &4 percent of
adjusted aules i 194546 t¢ 66 percent m 1850-51, sub-
stantially n)] of the advance con'm in the yoars immedintely
afier the war, The ratic declined yenr by year thereafter
to £3 percent in 1054,

Tha percentage of cu‘itdpumham o sales differs consider-
ably from industry to industry. Like the property income
Fraction diseussad ahove, therefore, the all-indusiry percent-
age fluctiates with changes in the industrial composition of
ongput, as wall ae with changes in the ratios for individual
industrigs such as may accompany shifts in techuulzﬁ', in
the extent of vertical integration, or in buying prices relative
to selling prices, Tis swing over the postwar period appears
to have reflected chiefly the price tronds, though changes in
the relative importance of tha different industries hava also
pia%dla Tocogmizabls rols in the brogd movement chorted.

ils indaexes of tha ralevant prices as sueh ars not svail-
able, their broad movements can be inferred from the series
used in teble 4. Cost purchazes from sbrosd and from
ngricultore gre represented in the fable by the prica series
on, imports and form products respectively; the movements
in the wholesale price index for nonfarm commeditice may
be attributed in o general way to the prices of pocds bought
from and sold to nonfarm noncorporate business (as well a5
to intercorporate transgetions): and the deflator for private
gross product—bozed on prices of consumer ond serv-
1eos, producers’ goods, purchases by government, and net
exports—serves broadly ns an indicator of the prices of other
corporate producis. Using apparently reasonabls weights
for thess various series, it appears that, rclatively to cor-

years and showad slizhtly

Janeary 1966

porniions’ selling prices, their ing prices 1ose o the eady
postwar pariod and deckined after 1951.5
The net prices received for the specifically corporate con-
tributicn to gross national produet—corporats product,
or odjusted soles less cost purchases—accordmgly seem to
have advanced more sluwl]y;;han selling prices in the earl
! Ratiening m the later period.
ese Telative movaments in prices sre consistent with the
swing in the ratio of cost purchases to ndjusted sales, and
ﬂbably largely explein the courss of the latter as outlined
ve. :

Percentage Distribution of Corporate Salas
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. The “other cosis’™ shown in the chort are capital consump..
tion allowances and taxes, @ small slowance for business
transfar payments being included with the Jatter and cash
subsidies being netted ont. The halancs of corporete in-
tereat payments over mnterest recelpts is alse included.

. The tatsl amounted to a litéle over § parcent of revemue
i 1945, when it included o substantisl amount of amesrgeney
amortization, end to somewhat leas for 1945 and 3§45 to-
gether. The fraction reached a postwar low point at 5 per-
ceat in the two following years and stood cose to the same.
i m 1051. By 1654 it agmin elightly exceeded & percent,

e effect of Federal excies tax cuts in that year being offsat
by the combination of a rize in capital consumption (aclud-
ing emergeney amortization} and & dip in corporate revenuss.

? Tk patiom wi ot thn ;
L mrﬁb:r m“: Weishis staimmed to cho fodea of notfirm commdities

o Trd].
- e 0k Ehp: (o ndowes appiioabie b0 omusolidnted badnls frem
K oA TLI0Y (o (A Ve 1 It or A e 103 DAL Fatla
it b ol manjor prosthe sbenbiemsy iy this peried, owewer. Hon & has
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. Throughout the period sfter 1946, the major factor in the
* advance of tha percentage was the expansion of capital coo-
gomption allowaneces.
enaral rize in the indirect business tsx base and de-
reciation base with the growth of the economy played o
e part in the postwer dollar inerease of thes: costs.
Heavy outlays %em' after year for plant and equipment
expansion have besn a trend factor m both the property
tax pnd deprecistion hases, and the oxceize tax base has of
course been affected by hi%}:.er sales. Tending to reise these
coats in relation to soles have been the advances in rates.
Tax ratos have shown the influenee of the fisenl needs of
State and locnl governments o Gnance current services amd
capital expansion, and of the Federal Government for de-
fense purposes. )

Depraciation tates have refected the faster write-ofls as
etllnuipmeut, which is shorterlived on the aversge than is
plant, increased in percentage of the combingd stock; the
Fise i emergency smortization allowances after 1050 hoa
also had n perceptible offect. A voriety of transitory con-
ditions not len. themeelves 6o %Bﬂ&l‘ﬂl analysis has led
to fluctuations in snnual rate 0 wih of capital con-
sumption allowanees, but the underlying trend baen
strongly upward throughout. )

The th of eorpornte employes compensation |
behind thot of revenus in the loie ninsteen-foriies, but
surpassed it nfter 1950. The total indudes not ooly wages
and salaxies but nlso an incrensing proportion of supplements
such as employer contributions to private pension plans.
Lahor cost absorbed about one-fourth of the revenuas of tha
averaga corporation in 1045 and 1948, and not much mera
than one-fifth in 1950-51. Successive annual ineranses
thersufter carried the ratic up to sround one-fourth again
in 1954. :

The role of employes compensation jn the pestwar swing
of profit ratios may be clarifiad by placing the analysis in the
framework of cgﬁr’gumm gross product, which aqusals the
Lalance of adjusted sales over cost pu ez and i distrib-
uted among income origineting, indireet taxes, and capital
consumption allowences as shown in table 3 )

The percentage riza in gross produect, like that in revenue,
axceaded the goin in emeﬁlgﬁea compensation during the
early postwar period hut f ort of it after 1351, A similer
pattern of contrast bofween the subpericds before and after
the turning ﬂumt of the profits percentage iz indicated for
World War IT. ) )

These differeness ean eonvenisntly ba thought of as prics
phenomensa. The physical volumes of output may serve 15 s
comroen denominator for current-dollar groes product and

Table £ —Data Relevant to atiens’ Buying, Sclling and Gro=s
Tricea
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for employee compensstipn, the quotients representing so
index of gross product prices 1n case of the former and
Iakor cost per nhit of output in that of the latier, The cowrss
of the totals as outlined sbove may be described in these
terms as implying that gross product prices rose faster than
unit Yabor costs in 194650, azin 1933-42, but advanced more
slowly than unit lebor cost in the periods mmediately
afterward. . .

If it may be asgsumed (on the grounds noted in the technical
appendix} that the prica index for privete monfarm gross
product as a whoele is reasombgshppliﬂab]e to corporata
arose product separately, then this analysis may be iflus-
trated as shown in the text table. Base and terminal values
are here represented by 2- or 3-year averages, in order to
bring ¢ut the broad trends. In the upper panel, gross product
and employee compensation are analyzed into volume and
unit priee or cost factors. The volume series trested as
common 0 both sppenrs in lina 3. The index of price per
unit of real product 18 shown in line 2, and the courae of unit
Ishor aost in line 5. In the lower pans], the average growih
rates of these price and volume factors sve comp for aack

of the four broad time perviods.
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Relatively large increases both in volume of output and in
prices charasterized the sarly part of each period; thess ad-
vonces slowed in the later part.  The differential movemants
in gross preduct prices and in unit labor cost which underlie
the obsarved echanges in the ratio of smployes compensation
{0 %msa product {and to sales) are nlso clearly apparent.
While the average annual incrense in unit labor cost was
shout ag great pareentagewise affer 1950-51 as bafors, the
average price advance was halved, Such sbort-termn dis-

trities of movemoent between gross produet prices snd unit
bor coets, it should be notad, are in contrast to the long-
term parallelism of the two which is suggested by the secular
stability of property income—und hence of labor income—
in percentoge of total tncome originating.
nit labor costs can be analyzed further by consideriog
thamn as the product of hourly compensation rates times labor
hours required per unit of output. Underlying the com-
poratively steady rise of unit labor cost shown in the table
wWere pay 1t incronses which were lnrger percantagawiso in
the aarlier years of the postwar period than afterwards, and
reductions 1n unit lahor requirements which were similarly
graater in tha earlier years.  In tarms of effeet on unit Inhor
tost, such reductions offset, a higher proportion of the ]ﬂ.r%e
Whge Increnses prior to 1050-51 than of the further pay ad-
vances which followed. (See technical appendix.)
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The broad shifts just supmarized involred shorter-term
variations which arereflected in tables 3, 4 2and 5. The more
mportant of these will be ezaminsd below,

Early postwar experience

The initisl postwar decling in the ratio of profits to sales
{table 3) ia lcu-ﬁely tragceshle—agide from the loss of produe-
tion in sorne industries during reconversion—to the shift from
war {0 pescetime sales paiterns, and to the continved upward
pressure of labor costs, much of which had remained latent
under wartime controls, There was a shap increase in_the
relative contribution of trade to tofal corporate sales. This
m itself involvad a declive in the all-industry ov rofit

ratio on sales, since the cost purchase mtie {or this mdnstry

divizion is considerably higher and ite carnings ratic lower
than the average. 1th this shift and the greater advance
in corporate buying prices than in eorporate salling prices,
the rize m tobal oost purchases absovbed ali but abont §4
billion of the 1945-46 expansion in adjusted sales. At the
some time there was an advance of 85% billien in the total
eompensation of corporate employees, reflacting the first
round of wage incresses and some rise in labor requirements.

The sales and cost changes which produced the broad up-
swing of profit margins in the yesrs which followed did not,
of course, 2l ocour simultaneously.

Thers was a shorp rise in adjusted sales through 1948.
The further gain to 1950, when tha profit ratios reached
iheir peak, was considerably smaller.” It was interrupted
by the 1948 recessiom, and on balance both price and volume
increases tended to slow. The changss In fingl demand
which underlay these developments ara suggested by table 5.

Cost purchases absorbed a litle more than o pro raia
share of the initial sales e:tcfansiun{ eorporate buying prices
sdvancing more rapidly than sellng prices. The margin
available for osther eoste and profite—i. &, corporate gross
product—nevertheless incressed by nlmost $20 billion in
this period, as against an expansion of only $15 billion frem
1948 to 1950

Table 5.—Aonual Chunges in Expenditvoes for Business Gross
Froduect
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Indirect taxes snd capital consemption allowances ab-
sorbed about 34 billion of each of these ndvances. Emploﬂe
compensation, rising comparatively slowly, took sbont half
the increase in gross prodoct in ench period, leaving profits
£13 billion higher in 1648 and np another $4 billion 1 1950,
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The early rise in profite was relatively much sharper than
those in seles and gross product, while the 1948-50 advance
wags only v little more than proportional. .
There was an interesting contrast between these two periods
in the factors underlying the slower growth of employee
compensation than of grosa product. ﬁﬂe tha higher pay
rates associated with the second and third rounds of wage
ineresses wera aocompanied by significant declines i labor
requirements per unit of output, on ce there wes &
considerable rise from 1046 to 1948 in unit labor cost. In
the sellare’ morket of the time, howaver, advaneing produet
rices more than offset the effect of this cost increase.  The
avorsble relative price movements of 1929 and the gencral
prica advanee from 1949 to 1950 involved zome further
meregses I prices astributable to corporate gross product;
unit labor cost seems to bave been appromimatoly stable in
this peried, aa the upirend in hourly rates of employee comes
pensation slowed to a rate comparvable with that of the ad-
vanes in industrial sfficiency.

Shifts since 1950

The 1#5i-54¢ pariod, during which overnll profit rativs
declined, witnessad notable year-to-pear fluctuations in sales
but was more homogeneons with respect 1o shifts in cost
struciure then the earlier postwar period. .

The rise in 3ales at the beginning of this period reflected
growth in the physical volome of output a8 well as sharp
price advoaces. ile the bosic trend of sales continued
upward in subsequent yesrs, the expansion slowed in 1952
snd was temporirily checked in 1954, so that the overall
avernge rate of inersase was considerably smaller than in
the haif-decads after World War II.

The uptrend of gross product was somewhat betéer sus-
tained, as cost ﬁsmhmes nhsorbed a declining fraction of
sales revenme, noted earlier, for the period as & whols
this tendency was apparently the result of differentinl move-
ments in corporate buying and selling prices.  As compared
with its $15 billion advance from 1948 to 1950, gross prodoct
showed & gain of over $30 billion in the next two wears.
There was 5 farther inerense of $14 hillisn in 1053, followed
by a $5 billion dip in 1954, .

Ta minimize the effect of the 105354 business readjust-
maent, it is convenient to omtline the changes i sost strpcture
in terms of the allogagion of the $44 billion rise Irom 1960
to 1952, With the growth in cwmorgeney emortizetion
ellowanees, and reflecting the general postwar base and rate
trends noted esrlier, capitel consumption allowances con-
tinued to Tise ﬁear by yesr in relailon to gross product.
This item together with indirect taxes took nearly $3 billion
of the gross product expension. Employee compensstion
rose t0 absorb almeost all the remsinder, lesving only $2
hillion for the increase in profita. .

Employee compensation rose relatively more than gross
produet m ench of these years. Annual dats sugpest thal
the pattern underlj% this trend was similarly consistent
from year to year. ¢ ineresscs in prices attrihutable to
corporate gross produet fell shorg of &e syceessive annunal
ndrances which occurred in vmit labor cost as average pay
rates fended to rise somewhat mors rapidly than wmg laﬁm'

pirementa could be reduead.

his pattern continued in 18564, Dhata on employee com-
pensation and corporate profits for the first three quarters
of 1965 reveal a significant changs, however. For the first
time since 1950, according to the available evidence, profits
seem t0 have ghown ¢ ] annual pereentage inereass than
emnluiea compensatior, mmpl a slower rize in unit Inbor
cust ik grogs product prices,
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BOOK PROFITS AND TAXES

. Book profits hefore taxes, unadjusted for inventory value-
tion and inelnding the net foreign balancs, roze from 8 Te-
conversion low ';}g 312 billion in 1945 to a peak of over $41
billion in 1051, The total dipped sharply in 1952, recorded

“ a partiad recovery in the following year, and receded to B34

billion in 1854, The strong upswing which developed late

- in that Fear and continued inte 1955 carrisd tha seasomally

sdjusted snnual rate for the first nine months of last year to

about 343 billion.

. 'The industry pattern of postwar growth in profits befors
taxes resembied that described shove for adjusted before-tax

+ garnings. The chief diffarences atetnmed from the concentra-

tion of mvantory gains and losges in trade and manofactoring.

Large gains in 194648 and 1950 nnd inventory losses in 1940

and 1952 affacted boolk profits in these industnes rather sub-

stantially (tabla 23, .
Short-term swings in profifs are generally more marked in

thiz measnre than n the series sdjusted for inventory valua-

. tion (see chart), becanse of the tendency for expansion of

business activity to be accompaniad by rising prices and asse-

ciated inventory geins and for sontrastion to coineide with
price declines and inventory losses. This pattern waa dis-
toried somewhat in the early postwar ?Eﬂoﬂ—-mvmtn gaing

priee decontrel earriad bool profits vpward on an
anniusl basis from 1945 t0 1946 in the face of a decline in

- nationsl ineome—but was clearly spparent in later years.

Tha comparative movements of profite with and withous the

inventory wvalvation adjustment from 1945 to the first §

montha of 1855 wera very similar, ench measure advancing
by about 125 percent.

In long-rvm comparisons significant differences may arise,
8. ., from » seculnr change 1 inveatory-sales ratios, from
& corvilinenr price trend, or from choenges in accountin
methodelegy,  The cffectz of long-run chanﬁas are difficult
to mensurs empirically, however, beentge short-term price
morements complicate the irend analysis. Thus the consid-
evably shaiper rise in unadjusied than mn adjusted profite
from the 19?:53—29 period averaga to thas of 1950-53 seems to
have been due in large part to the post-Korean price ad-
vences, which had no analegue in tha earlier period.

Taxes on profits

The lavel of m?omte profits toxes is determined chiefly
: l:?r the volume of belore-tax profits and the statutory rates
of Federal taxes. In all but two of the years between 1922
and 1054, the total of corporate profits tax liabilities moved
in the same direction as heforo-tax book profits.  In the two
years when the direction of movement differed, 1928 and 1048,
substantial rate reductions offset exponsion in the tox base.
Corporate profits tax linkility cll‘:ﬂapcd naarly $4 billion
between 1444 and 1846 with the of the Federn) excess
profits tax and a cut in the income tax rate. Thereafter the
annual lisbility Rustuated about in proportion to before-tax
net mecme until 14450, when o new excess profits tax and an
loerease M income taF Tates went into cifeet. From $104
billion in 1949, total taxes on incorne rose with gaing in
tazable income and advancing tax rates to $15 billion in 1950
and $22Y billion in 1951, The apgregats fell back to $20
billioa in the following year, es the eflect of tha decline in
Ferovaced only i eV e e F et oo
erad only p in 1653, 1 ysiness just-
ment after mf;l-wsa and the termination of the axeess profits
tax ug ﬁ ~gnd, tac liability dropped to $17 billion for 1954,
from which it advanced to o seasonally adjusted snnual rate
of around $21 billion in the fust three quarters of 1955,
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Taxes on corporation profits are presented for broad
tndustry dividons in table 2. In com these figures
with those shown for befora-tex profits, it should be noted
srain that the definiion of the latter deperte in seversl
importent respects from that of texable income. (See firak
footnote to this article.) R

During the period from 1950 to 1952, tax Labilities
n.traragec% 52 percent of before-tax mnet inecome. This rate
compared with an average of 15 percent in 1926~29, when the
regular income tax rate was much lower and there was no
excesa profits tax. In the Iatar period tax liabilities were
more then 15 times 63 large as in the earlier, while before-tax
profita were 4% times and profits after tax were 21 times those
of 1025-249. Roughly similsr differences appear if the lavals
of 1954-55, when efective tax rates avernged around 50
pereent, are comparsd with the late twentios.

Corporate Profits — Principal Measuras
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After-tax profits increased from a littla over $5 billion in
1045 te & poak 322 ballion in 1950, A dip to $18Y% billion
followed In 1951 ee taxes rosa, and the total declined further
to $16 billion in 1952, 1t held level at roundly $17 billion
i 1953 and 1984 and rose to a sesacnally adjusted snnyal
reite of $21-billion for Jnnua:{-Septemher 1955.

loag-term uptrend in after-tax profits of course Teftacts
the participstion of profite in the genersl growth of the
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economy and the accompanying rise of corporaie business
over the decades spauped in the comperison. If the expan-
BioM in totsl income originating in eorporations is taken as 5
messurs of tha growth factor, aiter-tax profits appear not to
have Lept pace. Such profits, excluding the net foreign
belanee, avernged 184 percent of corporite ineome origi-
nating in 1926-29, but only 113 percent in 1950-53. Asnoied
abova, belere-tax enrnings adjusted for inventory waluation
rose slighily in relation to incomne originoting, and the decline
in after-tax profits mirrors the increase in taxes over this

pericd.
TECHNICAL APPENDIX
Sources of tables and charts
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